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ABSTRACT

This study aims to test the relationship between FDI and economic growth as
well as the relationship between economic growth and the interaction of FDI and
human capital. It covers the annual data of 30 provinces in China during the period
1995 to 2009.Panel unit root tests, panel cointegration tests, panel dynamic ordinary
least squares (DOLS) estimation as well as panel Granger causality tests associated
with vector error correction model (VECM) methodology, which have been rarely
studied in the literature for relationship among FDI, human capital and economic
growth are employed in this study.

The result shows that FDI by itself does not generate a positive effect on
economic growth, but generates a relatively large positive effect on economic growth

when it is interacting with knowledgeable human capital (labor with university



education). Considering the interaction of FDI and technical human capital (labor
with specialized secondary school education), evidence shows that there is a negative
effect on economic growth. It reveals that knowledgeable human capital is much more
efficient than technical human capital in the presence of FDI. The result concludes
that FDI contributes to economic growth only when an adequate absorptive capability

of advanced technologies is available in China’s economy.
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